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Ratios (1)

Long-Term Debt 52.30% 6.60% (1) 3.45% 3.45%
Common Equity 47.70% 10.90% - 11.45% (2) 5.20% 5.46%

Total 100.00% 8.65% - 8.91%

(1)

(2)

Company-provided.

Based upon informed judgment from the entire study, the principal results of which are 
summarized on page 2.

Tega Cay Water Service, Inc.
Summary of Cost of Capital and Fair Rate of Return

Based upon the Consolidate Capital Structure of Utilities, Inc. at March 31, 2010

Weighted Cost RateType of Capital Cost Rate
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No. Principal Methods

Proxy Group of 
Ten AUS Utility 
Reports Natural 
Gas Distribution 

Companies

1. Discounted Cash Flow Model (DCF) (1) 11.70   % 9.42     %

2. Risk Premium Model (RPM) (2) 10.56 10.53

3. Capital Asset Pricing Model (CAPM) (3) 10.37 10.04

4. Comparable Earnings Model (CEM) (4) 14.00 NMF

5.
11.15 % 10.00 %

6. Business Risk Adjustment Due to Small Size (5) 0.30 0.40

7. Indicated Common Equity Cost Rate 11.45   % 10.40   %

8.

 Notes:  (1) From Schedule 6.
(2) From page 1 of Schedule 10.
(3) From page 1 Schedule 11.
(4)

(5)

Tega Cay Water Service, Inc.
Brief Summary of Common Equity Cost Rate

Indicated Common Equity Cost Rate 
before Adjustment for Business Risks

The CEM results are on Page 1 of Schedule 12.  Ms. Ahern considers the result for the proxy group of 
nine AUS Utility Reports electric and combination electric and gas companies abberant relative to the 
other cost of equity models and are not meaningful (NMF) in this particular study as explained in her direct 
testimony.

Business risk adjustment to reflect Tega Cay Water Service, Inc.'s greater business risk due to its small 
size relative to the proxy group as detailed in Ms. Ahern's accompanying direct testimony.

Proxy Group of Six AUS 
Utility Reports Water 

Companies

Recommended Range of Common Equity 
Cost Rate

10.90% - 11.45%
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Tega Cay Water Service, Inc.
Market Capitalization of Tega Cay Water Service, Inc. and

the Proxy Group of Six AUS Utility Reports Water Companies
and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

1 2 3 4 5 6

Company Exchange

Common Stock Shares 
Outstanding at Fiscal 

Year End 2009

Book Value per 
Share at Fiscal 

Year End 2009 (1)
Total Common Equity at 

Fiscal Year End 2009

Closing Stock 
Market Price on 
April 09, 2010

Market-to-Book 
Ratio on April 09, 

2010 (2)

Market 
Capitalization on 
April 09, 2010 (3)

( millions ) ( millions ) ( millions )

Tega Cay Water Service, Inc. NA NA 2.982                                (4) NA

Based Upon the Proxy Group of Six AUS Utility 
Reports Water Companies 192.8                  % (5) 5.749$                (6)

Based Upon the Proxy Group of Ten AUS Utility 
Reports Natural Gas Distribution Companies 178.8                  % (6) 5.332$                (7)

Proxy Group of Six AUS Utility Reports Water 
Companies
American States Water Co. 18.532                              19.395$                 359.430$                          37.820$                195.0                  % 700.892$           
Aqua America, Inc. 137.149                            8.085$                   1,108.904$                       17.920$                221.6                  2,457.706$        
California Water Service Group 20.765                              20.257$                 420.634$                          38.080$                188.0                  790.731$           
Connecticut Water Service, Inc. 8.574                                12.663$                 108.569$                          23.180$                183.1                  198.739$           
Middlesex Water Company 13.519                              10.329$                 139.631$                          17.480$                169.2                  236.312$           
York Water Company 12.559                              6.921$                   86.922$                            13.820$                199.7                  173.562$           

Average 35.183                              12.942$                 370.682$                          24.717$                192.8                  % 759.657$           
Proxy Group of Ten AUS Utility Reports Natural 
Gas Distribution Companies
AGL Resources Inc. 77.500                              22.968$                 1,780.000$                       38.250$                166.5                  % 2,964.375$        
Atmos Energy Corporation 92.552                              23.519$                 2,176.761$                       29.330$                124.7                  2,714.542$        
Delta Natural Gas Company 3.318                                16.725$                 55.493$                            29.420$                175.9                  97.617$              
Laclede Group, Inc. 22.168                              23.323$                 517.030$                          34.500$                147.9                  764.800$           
New Jersey Resources Corp. 43.762                              15.761$                 689.726$                          38.490$                244.2                  1,684.418$        
Northwest Natural Gas Co. 26.533                              24.879$                 660.105$                          46.880$                188.4                  1,243.868$        
Piedmont Natural Gas Co., Inc. 73.266                              12.665$                 927.948$                          27.620$                218.1                  2,023.607$        
South Jersey Industries, Inc. 29.796                              18.276$                 544.564$                          42.900$                234.7                  1,278.258$        
Southwest Gas Corporation 45.092                              24.442$                 1,102.127$                       30.970$                126.7                  1,396.491$        
WGL Holdings, Inc. 50.143                              21.891$                 1,097.698$                       35.190$                160.8                  1,764.549$        

Average 46.413                              20.445$                 955.145$                          35.355$                178.8                  % 1,593.253$        

NA= Not Available

Notes: (1) Column 3 / Column 1.
(2) Column 4 /  Column 2.
(3) Column 5 * Column 3.
(4) From Financial Statements of Tega Cay Water Service, Inc. for Fiscal Year End 2009.
(5)

(6)

(7)

(8)

Source of Information: 2009 Annual Forms 10K
yahoo.finance.com

The market-to-book ratio of Tega Cay Water Service, Inc. on April 09, 2010 is assumed to be equal to the market-to-book ratio of the Proxy Group of Six AUS 
Utility Reports Water Companies at April 09, 2010.
Tega Cay Water Service, Inc.'s common stock, if traded, would trade at a market-to-book ratio equal to the average market-to-book ratio at April 09, 2010 of 
the Proxy Group of Six AUS Utility Reports Water Companies, 192.8%, and Tega Cay Water Service, Inc.'s market capitalization on April 09, 2010 would 
therefore have been $5.749 million.
The market-to-book ratio of Tega Cay Water Service, Inc. on April 09, 2010 is assumed to be equal to the market-to-book ratio of the Proxy Group of Ten 
AUS Utility Reports Natural Gas Distribution Companies at April 09, 2010.
Tega Cay Water Service, Inc.'s common stock, if traded, would trade at a market-to-book ratio equal to the average market-to-book ratio at April 09, 2010 of 
the Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies, 178.8%, and Tega Cay Water Service, Inc.'s market capitalization on April 
09, 2010 would therefore have been $5.332 million.
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CORPORATE RATINGS CRITERIA

I I; II

Dear Reader,

This volume updates the 1994 edition of
Corporate Finance Criteria. There are several

new chapters, covering our recently introduced
Bank Loan Ratings, criteria for "notching" junior
obligations, and the role of cyclicality in xatings.

Naturally, the xatio medians have been brought

up to date.

Standard R Poor's criteria publications represent
our endeavor to convey the thought processes and

methodologies employed in determining Standard

5c Poor's ratings. They describe both
the quantitative and qualitative aspects of the

analysis. We believe that our rating product has

the most value if usexs appreciate all that has

gone into producing the letter symbols.

Bear in mind, though, that a rating is, in the end,
an opinion. The xating experience is as much an

art as it is a science.

Solomon B. Samson
Chairman, Corporate Ratings Criteria Committee

President Leo C. O'Neill
Executive Vice Presidents

Hendrik J. Kranenburg Robert E. Maitner

Executive Managing Directors
Edward Z. Emmer, Corporate Finance Ratings

Clifford M. Griep, Financial Institutions Ratings
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Roy N. Taub, Insurance Ratings
Vickie A. Tillman, Structured Finance Ratings

Joanne W. Rose, Senior Managing Director
General Counsel

Glenn S. Goldberg, Managing Director,
Ratings Development O' Comntuni cations

Senior Vice President Jeffrey R. Paterson

Vice President
Product Manager

Marketing Specialist
Managing Editor

Editorial Managers

Copy Editor

Robert Frump
Olga IL Sciortino
Suzanne Ferrufino
Linda Saul

Irene Coleman
Rachel L. Gordon
Steve D. Homan
Peter Dinolfo

PRODI JCTION

Dimeter of Design, Production
& Manutacturing Laurel Bernstein

DESKTOP PUBLISHING

Illlanagsr, Production Dperations Randi Bender
Production Manager Barry Ritz

Pmduction Coordinators Harvey Aronson
Alicia Jones
Elise Lichterman

Senior ProductionAssistants Laurie Joachim
Lisa Morano, Copy Editor
Stephen Wdhams

DESIGN

Manager, Art&Design Sara Burris

Senior Designee Claudia Baudo
Donelle Sawyer

Designer Giulia Fini
Junior Designer Heidi Weinberg

TECHNOLOGY Sc DEVELOPMENT

Senior Production Manager Edward Hanapole
Production Manager Theodore Perez

Senior ProductionAssistant Jason Rock

About phutscc py lap or faxing Cc&po&afe Ratings Crifeaa. , Reproducing or distribufiup Corporate Ratings C&iieda without the consent of
the publisher is pmhibiled, Fur isis rmagc u on discounted bulk rates, or our FAX survives, please call (212) 208 1146.

Standard 442 Poor's

SALES
Vice President Sarah Ferguson

Director, Global Sales George Schepp
Sales Managers Steve Flaws, Europe

Michael Nayl or, Asia-Pacific
Customer Service Manager Robert Baumuh!

A Air hfun ofTfe¹crmv Hill Con gxuri w

Published by Standard 6 Poor's, a Oivla lan of The McG raw H PI Companies. Executive offices: 1221 Avenue of the Am arias, New York, N Y. 10020. Editorial cfucas 25 8 ruad way, New York, NY 10004. IS SN 1069 0778.Subscriber as tv has:
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ily be driven by legislation. Other pressures will arise from
global competition and improving technologies, whether
it be the dedining rost of incremental generation or ad-
vances in transmission capacity or substitute energy
sources like the fuel cell. It. is impossible to say predsely
when wide-open retail competition will occur; this will be
evolutionary. However, significantly greater competition
in retail markets is inevitable.

Gas utility competition
Similarly, gas utilities are analyzed with regard to their

competitive standing in the three major areas of demand:
residential, commerdal, and industrial. Although regu-
lated as holders of monopoly power, natural gas utilities
have for some time been actively competing for energy
market share with fuel oil, electricity, coal, solar, wood, etc.
The long-term staying power of market demand for natu-
ral gas cannot be taken for granted. In fact, as the electric
utility industry restructures and reduces costs, electric
power will become more cost competitive and threaten
certain gas markets. In addition, independent gas market-
ers have made greater inroads behind the dty gate and are
competing for large gas users. Moreover, the recent trend
by state regulators to unbundle utility services is creating
opportunities for outsiders to market niche products. Dis-
tributors still have the upper hand, but those who do not
reduce and control costs, and thus rates, could find com-
petition even more difficult,

Natural gas pipelines are judged to carry a somewhat
higher business risk than distribution companies because
they face competition in every one of their markets. To the
extent a pipeline serves utilities versus industrial end users,
its stability is greater. Over the next five years, pipeline
competition will heat up since many service contracts with
customers are expiring. Most distributor or end-use cus-
tomers are looking to reduce pipeline costs and are work-
ing to improve their load factor to do so. Thus, pipeifnes
will likely find it difficult to recontract all capacity in
coming years. Being the pipeline of choice is a function of
attractive transportation rates, diversity and quality of
services provfded, and capacity available in each particular
market. In all cases though, periodic discounting of rates
to retain customers will orrur and put pressure on profit-
ability.

Water utility competition
As the last true utility monopoly, water utilities face very

little competition and there is currently no challenge to the
continuation of franchise areas. The only exceptions have
been cases where investor-owned water companies have
been subject to condemnation and munidpalization be-
cause of poor service or political motivations. In that re-
gard, Standard & Poor's pays close attention to costs and
rates in relation to neighboring utilities and national aver-
ages. (In contrast, the privatization of public water fadlities
has begun, albeit at a slower pace than anticipated. This is
occurring mostly in the form of operating contracts and
public/private partnerships, and not in asset transfers.
This trend should continue as cities look for ways to bal-

ance their tight budgets. ) Also, water utilities are not fully
immune to the forces of competition; in a few instances
wholesale customers can arcess more than one supplier.

Telephone competition
The Telecommunications Act of 1996accelerates the con-

tinuing challenge to the local exchange companies' (LECs)
century-old monopoly in the local loop. Competitive ac-
cess providers (CAPs), both fadlities-based and resellers,
are aggressively pursuing customers, generally targeting
metropolitan areas, and promising lower rates and better
service.

Most long-distance calls are still originated and termi-
nated on the local telephone company network. To com-
plete such a call, the long-distance provider (including
AT&T, MCI. Sprint and a host of smaller interexchange
carriers or "IXCs")must pay the local telephone company
a steep "access" fee to compensate the local phone com-
pany for the use of its local network. CAPs, in contrast,
build or lease facilities that directly connect customers to
their long-distance carrier, bypassing the local telephone
company and avoiding access fees, and thereby can offer
lower long-distance rates. But the LECs are not standing
still; they are combating the loss of business to CAPs by
lowering access fees, thereby redudng the economic incen-
tive for a high usage long-distance customer to use a CAP.
LECs are attempting to make up for the loss of revenues
from lower access fees by increasing basic local service
rates (or at least not lowering them), since basic service is
far less subject to competition. LECs are improving oper-
ating efficiency and marketing high margin, value-added
new services. Additionally, in the wake of the Telecommu-
nications Act, LECs will capture at least some of the inter-
LATA long-distance market. As a result of these initiatives,
LECs continue to rebuild themselves —from the traditional
utility monopoly to leaner, more marketing oriented or-
ganizations.

While LECs, and indeed all segments of the telecommu-
nications sector, fare increasing competition, there are fa-
vorable industry factors that tend to offset heightened
business risk and auger for overall ratings stability for most
LECs. Importantly, telecommunications is a declining-cost
business. With increased deployment of fiber optics, the
cost of transport has fallen dramatically and digital switch-
ing hardware and software have yielded more capable,
trouble-free and cost-efficient networks. As a result, the
cost ofnetwork maintenance has dropped sharply, as illus-
trated by the ratio of employees per 10,000 access lines, an
oft dted measurement of effidency. Ratios as low as 25
employees per 10,000 lines are being seen, down from the
typical 40 or more employees per 10,000 ratio of only a few
years ago.

In addition, networks are far more capable. They are
increasingly digitally switched and able to accommodate
high-speed communications. The infrastructure needed to
accommodate switched broadband services will be built
into telephone networks over the next few years. These
advanced networks will enable telephone companies to
look to a greater variety of high-margin, value-added serv-

Exhbit No. PMA-1 
Schedule 2 
Page 4 of 15



lees. In addition to those current services such as call
waiting or miler ID, the delivery of hundreds of broadcast
and interactive video channels will be possible. While these
services offer the potential of new revenue streams, they
will simultaneously present a formidable challenge. LECs
will be entering the new (to them) arena of multimedia
entertainment and will have to develop expertise in mar-
keting and entertainment programming acumen; such
skiUs stand in sharp contrast to LECs' traditional strengths
in engineering and customer service.

Operations
Standard & Poor's focuses on the nature of operations

from the perspective of cost, reliability, and quality of
service. Here, emphasis is placed on those areas that re-
quire management attention in terms of time or money and
which, if unresolved, may lead to political, regulatory, or
competitive problems.

Operations of electric utilities

For electrics, the status of utility plant investment is
reviewed with regard to generating plant availability and
utilization, and also for compliance with existing and con-
templated environmental and other regulatory standards.
The record of plant outages, equivalent availability, load
factors, heat rates, and capacity factors are examined. Also
important is effidency, as defined by total megawatt hour
per employee and customers per employee. Transmission
interconnections are evaluated in terms of the number of
utilities to which the utility in question has access, the cost
structures and available generating capadty of these other
utilities, and the price paid for wholesale power.

Because of mounting competition and the substantial
escalation in decommissioning estimates, significant
weight is given to the operation of nuclear fadlities. Nu-
clear plants are becoming more vulnerable to high produc-
tion costs that make their rates uneconomic. Significant
asset concentration may expose the utility to poor perform-
ance, unscheduled outages or premature shutdowns, and
large deferrals or regulatory assets that may need to be
written off for the utility to remain competitive. Also,
nuclear facilities tend to represent significant portions of
their operators' generating capabflity and assets. The loss
of a productive nudear unit from both power supply and
rate base can interrupt the revenue stream and create sub-
stantial additional costs for repairs and improvements and
replacement power. The ability to keep these stations run-
ning smoothly and economically directly influences the
ability to meet electric demand, the stability of revenues
and costs, and, by extension, the ability to maintain ade-
quate creditworthiness. Thus, economic operation, safe
operation, and long-term operation are examined in depth.
Specifically, emphasis is placed on operation and mainte-
nance costs, busbar costs, fuel costs, refueling outages,
forced outages, plant statistics, NRC evaluations, the po-
tential need for repairs, operating licenses, decommission-
ing estimates and amounts held in external trusts, spent
fuel storage capacity, and management's nuclear experi-

ence. In essence, favorable nuclear operations offer signifi-
cant. opportunities but, if a nuclear unit runs poorly or not
at all, the attendant risks can be great.

Operations of gas utilities

For gas pipeline and distribution companies, the degree
ofplant utilization, the physical condition of the mains and
lines, adequacy ofstorage to meet seasonal needs, "lost and
unaccounted for" gas levels, and per-unit nongas operat-
ing and construction costs are important factors. Efficiency
statistics such as load factor, operating costs per customer,
and operating income per employee are also evaluated in
comparison to other utilities and the industry as a whole.

Operations of water utilities

As a group, water utilities are continually upgrading
their physical plant to satisfy regulations and to develop
additional supply. Over the next decade, water systems
will increasingly face the task of maintaining compliance,
as drinking water regulations change and infrastructure
ages. Given that the Safe Drinking Water Act was author-
ized in 1974, the first generation of treatment plants built
to conform with these rules are almost 20 years old. Addi-
tionally, because the focus during this period was on sat-
isfying environmental standards, deferred maintenance of
distribution systems has been common, especially in older
urban areas. The increasing cost ofsupplying treated water
argues against the high level of unaccounted for water
witnessed in the industry. Consequently, Standard &
Poor's anticipates capital plans for rebuilding distribution
lines and major renewal and replacement efforts aimed at
treatment plants.

Operations of telephone companies
For telephone companies, cost-of-service analysis fo-

cuses on plant capability and measures of efficiency and
quality ofservice. Plant capability is ascertained by looking
at. such parameters as percentage of digitally switched
lines; fiber optic deployment, in particular in those por-
tions of the plant key to network survival; and the degree
of broadband capadty fiber and coaxial deployment and
broadband switching capacity. Efficiency measures in-
clude operating margins, the ratio of employees per 10,000
access lines, and the extent of network and operations
consolidation. Quality of service encompasses examina-
tion of quantitative measures, such as trouble reports and
repeat service calls, as well as an assessment of qualitative
factors, that may include service quality goals mandated
by regulators.

Regulation
Regulatory rate-setting actions are reviewed on a case-

by-case basis with regard to the potential effect on credit-
worthiness. Regulators' authorizing high rates of return is
of little value unless the returns are earnable. Furthermore,
allowing high returns based on noncash items does not
benefit bondholders. Also, to be viewed positively, regula-
tory treatment should allow consistent performance from
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period to period, given the importance offlnancial stabflfty
as a rating consideration,

The utility group meets frequently with commission and
staff members, both at. Standard & Poor's offices and at
commission headquarters, demonstrating the importance
Standard &Poor's places on the regulatory arena for credit
quality evaluation. Input from these meetings and from
review of rate orders and their impact weigh heavfly in
Standard & Poor's analysis.

Standard & Poor's does not "rate" regulatory commis-
sions. State commissions typically regulate a number of
diverse industries, and regulatory approaches to different
types of companies often differ within a single regulatory
jurisdiction. This makes it all but impossible to develop
indusive "ratings" for regulators.

Standard &Poor's evaluation of regulation also encom-
passes the administrative, judicial, and legislative proc-
esses involved in state and federal regulation. These can
affect rate-setting activities and other aspects of the busi-
ness, such as competitive entry, environmental and safety
rules, facility siting, and securities sales.

As the utility industry faces an increasingly deregulated
environment, alternatives to traditional rate-maidng are
becoming more critical to the ability of utilities to effec-
tively compete, maintain earnings power, and sustain
creditor protection. Thus, Standard & Poor's focuses on
whether regulators, both state and federal, will help or
hinder utilities as they are exposed to greater competition.
There is much that regulators can do, from allocating costs
to more captive customers to allowing pricing flexlbfI-

ity—and sometimes just stepping out of the way.
Under traditional rate-making, rates and earnings are

tied to the amount of invested capital and the cost of
capital. This can sometimes reward companies more for
justifying costs than for containing them. Moreover, most
current regulatory policies do not permit utilities to be
flexible when responding to competitive pressures of a
deregulated market. Lack of flexible tariffs for electric utfli-
ties may lure large customers to wheel cheaper power from
other sources.

In general, a regulatory jurisdiction is viewed favorably
if it permits earning a return based on the ability to sustain
rates at competitive levels. In addition to performance-
based rewards or penalties, flexible plans could include
market-based rates, price caps, index-based prices, and
rates premised on the value ofcustomer service. Such rates
more closely mirror the competitive environment that utili-
ties are confronting.

Electric industry regulation

The ability to enter into long-term arrangements at ne-

gotiated rates without having to seek regulatory approval
for each contract is also important in the electric industry.
(Whfle contracting at reduced rates constrains financial
performance, it lessens the potential adverse impact in the
event of retail wheeling. Since revenue losses assodated
with this strategy are not likely to be recovered from rate-

payers, utilities must control costs well enough to remain

competitive if they are to sustain current levels of bond-
holder protection. )

Natural gas industry regulation

In the gas industry, too, several state commission poifdes
weigh heavily in the evaluation of regulatory support.
Examples indude stabilization mechanisms to adjust reve-
nues for changes in weather or the economy, rate and
service unbundling decisions, revenue and cost allocation
between sales and transportation customers, flexible in-
dustrial rates, and the general supportiveness of construc-
tion costs and gas purchases.

Water industry regulation

In all water utility activities, federal and state environ-
mental regulations continue to play a critical role. The
legislative timetable to effect the 1986 amendments to the
Safe Drinking Water Act of 1974 was quite aggressive. But
environmental standards-setting has actually slowed over
the past couple ofyears due largely to increasing sentiment
that the stringent, costly standards have not been justified
on the basis of public health. A moratorium on the prom-
ulgation of significant new environmental rules is antid-
pated.

Telecommunications industry regulation

Despite the advances in telecommunications deregula-
tion, analysis of regulation of telephone operators will
continue to be a key rating determinant for the foreseeable
future. The method of regulation may be either classic
rate-based rate of return or some form of price cap mecha-
nism. The most important factor is to assess whether the
regulatory framework —no matter which type —provides
suffident financial incentive to encourage the rated com-

pany to maintain its quality of service and to upgrade its
plant to accommodate new services while fadng increasing
competition from wireless operators and cable television
companies.

Where regulators do still set tariffs based on an author-
ized return, Standard & Poor's strives to explore with
regulators their view of the rate-of-return components that
can materially impact reported versus regulatory earnings.
Spedfically these include the allowable base upon which
the authorized return can be earned, allowable expenses,
and the authorized return. Since regulatory oversight runs
the gamut from strict, adversarial relationships with the
regulated operating companies to highly supportive pos-
tures, Standard &Poor's probes beyond the apparent regu-
latory environment to ascertain the actual impact of
regulation on the rated company.

Management
Evaluating the management of a utility is of paramount

importance to the analytical process since management's
abilities and dedsions affect all areas of a company's op-
erations. While regulation, the economy, and other outside
factors can influence results, it is ultimately the quality of
management that determines the success of a company.
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With emerging competition, utility management will be
more closely scrutinized by Standard & Poor's and will
become an increasingly critical component of the credit
evaluation. Management strategies can be the key determi-
nant in differentiating utilities and in establishing where
companies lie on the business position spectrum. It is
imperative that managements be adaptable, aggressive,
and proactive if their utilities are to be viable in the future;
this is especially important for utilities that are currently
uncompetitive.

The assessment ofmanagement is accomplished through
meetings, conversations, and reviews of company plans. It
is based on such factors as tenure, industry experience,
grasp of industry issues, knowledge ofcustomers and their
needs, knowledge of competitors, accounting and financ-

ing practices, and commitment to credit quality. Manage-
ment's ability and willingness to develop workable
strategies to address their systems' needs, to deal with the
competitive pressures offree market, to exerute reasonable
and effective long-term plans, and to be proactive in lead-
ing their utilities into the future are assessed. Management
quality is also indicated by thoughtful balancing of public
and private priorities, a record of credibility, and effective
communication with the public, regulatory bodies, and the
financial community. Boards of directors will receive ever
more attention with respect to their role in setting appro-
priate management incentives.

With competition the watchword, Standard & Poor's
also focuses on management's efforts to enhance financial
condition. Management can bolster bondholder protection
by taking any number of discretionary actions, such as
selling common equity, lowering the common dividend
payout, and paying down debt. Also important for the
electric industry will be creativity in entering into strategic
alliances and working partnerships that improve effi-
ciency, such as central dispatching for a number of utilities
or locking up at-risk customers through long-term con-
tracts or expanded flexible pricing agreements, Proactive
management teams will also seek alternatives to tradi-
tional rate-base, rate-of-return rate-making, move to adopt
higher depreciation rates for generating facilities, segment
customers by individual market preferences, and attempt
to create superior service organizations.

In general, management's ability to respond to mounting
competition and changes in the utility industry in a swift
and appropriate manner will be necessary to maintain
credit health.

Fuel, power, and water supply
Assessment of present and prospective fuel and power

supply is critical to every electric utility analysis, while
gauging the long-term natural gas supply position for gas
pipeline and distribution companies and the water re-
sources of a water utility is equally important. There is no
similar analytical category for telephone utilities.

Electric utilities

For electric utilities emphasis is placed on generating

reserve margins, fuel mix, fuel contract terms, demand-
side management techniques, and purchased power ar-
rangements. The adequacy of generating margins is
examined nationally, regionally, and for each individual
company. However, the reserve margin picture is mud-
died by the Imprecise nature of peak-load growth foremst-
ing, and also supply uncertainty relating to such things as
Canadian capacity availability and potential plant shut-
downs due to age, new NRC rules, acid rain remedies, fuel
shortages, problems associated with nontraditional tech-
nologies, and so forth. Even apparently ample reserves
may not be what they seem. Moreover, the quality of
capacity is just as important as the size of reserves. Com-
panies' reserve requirements differ, depending upon indi-
vidual operating characteristics.

Fuel diversity provides flexibility in a changing environ-
ment. Supply disruptions and price hikes ran raise rates
and ignite political and regulatory pressures that ulti-
mately lead to erosion in financial performance. Thus, the
ability to alter generating sources and take advantage of
lower cost fuels is viewed favorably.

Dependence on any single fuel means exposure to that
fuel's problems: electric utilities that rely on oil or gas face
the potential for shortages and rapid price increases; utili-
ties that own nuclear generating facilities face escalating
costs for decommissioning; and coal-fired capacity entails
environmental problems stemming from concerns over
acid rain and the "greenhouse effect. "

Buying power from neighboring utilities, qualifying fa-
cility projects, or independent power producers may be the
best choice for a utility that faces increasing electricity
demand. There has been a growing reliance on purchased
power arrangements as an alternative to new plant con-
struction. This can be an important advantage, since the
purchasing utility avoids potential construction cost over-
runs as well as risking substantial capital. Also, utilities can
avoid the financial risks typical ofa multiyear construction
program that are caused by regulatory lag and prudence
reviews. Furthermore, purchased power may enhance
supply flexibility, fuel resource diversity, and maximize
load factors. Utilities that plan to meet demand projections
with a portfolio of supply-side options also may be hetter
able to adapt to future growth uncertainties. Notwith-
standing the benefits of purchasing, such a strategy has
risks associated with it. By entering into a firm long-term
purchased power contract that contains a fixed-cost com-
ponent, utilities can incur substantial market, operating,
regulatory, and financial risks. Moreover, regulatory treat-
ment of purchased power removes any upside potential
that might help offset the risks. Utilities are not. compen-
sated through incentive rate-making; rather, purchased
power is recovered dollar-for-dollar as an operating ex-
pense.

To analyze the financial impact of purchased power,
Standard & Poor's first calculates the net present value of
future annual capacity payments (discounted at 10%).This
represents a potential debt equivalent —the off-balance-
sheet obligation that a utility incurs when it enters into a
long-term purchased power contract. However, Standard
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& Poor's adds to the utility's balance sheet only a portion
of this amount, recognizing that such a contractual ar-
rangement is not entirely the equivalent of debt. What
percentage is added is a function of Standard & Poor's
qualitative analysis of the spedfic contract and the extent
to which market, operating, and regulatory risks are borne
by the utility (the risk factor). For unconditional, take-or-

pay contracts, the risk factor range is from 4096-8096, with
the average hovering around 6096. A lower risk factor is
typically assigned for system purchases from coal-fired
utilities and a higher risk factor is usually designated for
unit-specific nuclear purchases. The range for take-and-

pay performance obligations is between 1096-5096.

Gas utilities

For gas distribution utilities, long-term supply adequacy
obviously is critical, but the supply role has become even
more important in credit analysis since the Federal Energy
Regulatory Commission's Order 636 eliminated the inter-
state pipeline merchant business. This thrust gas supply
responsibilities squarely on local gas distributors. Stand-
ard & Poor's has always believed distributor management
has the expertise and wherewithal to perform the job well,
but the risks are significant since gas costs are such a large
percentage of total utility costs. In that regard, it is impor-
tant for utilities to get preapprovals ofsupply plans by state
regulators or at. least keep the staff and commissioners well
informed. To minimize risks, a well-run program would
diversify gas sources among different producers or mar-
keters, different gas basins in the U.S. and Canada, and
different pipeline routes. Also, purchase contracts should
be firm, with minimal take-or-pay provisions, and have
prices tied to an industry index. A modest percentage of
fixed-price gas is not unreasonable. Contracts, whether of
gas purchases or pipeline capacity, should he intermediate
term. Staggering contract expirations (preferably annu-

ally) provides an opportunity to be an active market player.
A modest degree of reliance on spot purchases provides
flexibility, as does the use of market-based storage. Gas
storage and on-property gas resources such as liquefied
natural gas or propane air are effective peak-day and peak-
season supply management tools.

Since pipeline companies no longer buy and sell natural
gas and are just common carriers, connections with varied
reserve basins and many wells within those basins are of
great importance. Diversity ofsources helps offset the risks
arising from the natural production declines eventually
experienced by all reserve basins and individual wells.
Moreover, such diversity can enhance a pipeline's attrac-
tiveness as a transporter of natural gas to distributors and
end users seeking to buy the most economical gas available
for their needs.

Water utilities

Nearly all water systems throughout the U.S.have ample
long-ter m water supplies. Yet to gain comfort, Standard &
Poor's assesses the production capability of treatment
plants and the ability to pump water from underground
aquifers in relation to the usage demands from consumers.

Having adequate treated water storage facilities has be-
come important in recent years and has helped many
systems meet demands during peak summer periods. Of
interest is whether the resources are owned by the utility
or purchased from other utilities or local authorities. Own-

ing properties with water rights provides more supply
security. This is especially so in states like California where
water allocations are heing reduced, particularly since re-
cent droughts and environmental issues have created
alarm. Since the primary cost for water companies is treat-
ment, it makes little difference whether raw water is owned
or bought. In fact, compliance with federal and state water
regulations is very high, and the overall cost to deliver
treated water to consumers remains relatively affordable.

Asset concentration in the electric
utility industry

In the electric industry, Standard & Poor's follows the
operations of major generating fadlities to assess if they are
well managed or troubled. Significant dependence on one
generating facility or a large financial investment in a
single asset suggests high risk. The size or magnitude of a
particular asset relative to total generation, net plant in
service, and common equity is evaluated. Where substan-
tial asset concentration exists, the financial profile of a
company may experience wide swings depending on the
asset's performance. Heavy asset. concentration is most
prevalent among utilities with costly nudear units.

EarnIngs protection
In this category, pretax cash income coverage ofall inter-

est charges is the primary ratio. For this calculation, allow-
ance for funds used during construction (AFUDC) is
removed from income and interest expense. AFUDC and
other such noncash items do not provide any protection for
bondholders. To identify total interest expense, the analyst
redassifies certain operating expenses. The interest rom-
ponent of various off-balance-sheet obligations, such as
leases and some purchased-power contracts, is included in
interest expense. This provides the most direct indication
of a utility's ability to service its debt burden.

While considerable emphasis in assessing credit protec-
tion is placed on coverage ratios, this measure does not
provide the entire earnings protection picture. Also impor-
tant are a company's earned returns on both equity and
capital, measures that highlight a firm's earnings perform-
ance. Consideration is given to the interaction of embed-
ded costs, financial leverage, and pretax return on capital.

Capita/ structure
Analyzing debt leverage goes beyond the balance sheet

and covers quasi-debt items and elements of hidden finan-
cial leverage. Noncapitalized leases (induding sale/lease-
back obligations), debt guarantees, receivables financing,
and purchased-power rontracts are all considered debt
equivalents and are reflected as debt in calculating capital
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structure ratios. By making debt level adjustments, the
analyst can compare the degree of leverage used by each
utility company.

Furthermore, assets are examined to identify underval-
ued or overvalued items. Assets of questionable value are
discounted to more accurately evaluate asset protection.

Some firms use short-term debt as a permanent piece of
their capital structure. Short-term debt also is considered
part of permanent capital when it is used as a bridge to
permanent financing. Seasonal, self-liquidating debt is ex-
cluded from the permanent debt. amount, but this situation
is rare —with the exception of certain gas utilities. Given
the long life ofalmost all utflity assets, short-term debt may
expose these companies to interest-rate volatflity, remar-
keting risk, bank line backup risk, and regulatory exposure
that cannot be readily offset. The lower cost ofshorter-term
obligations (assuming a positively sloped yield curve) is a
positive factor that partially mitigates the risk of interest-
rate variability. As a rule of thumb, a level of short-term
debt that exceeds 10%of total capital is cause for concern.

Similarly, if floating-rate debt and preferred stock con-
stitute over one-third of total debt plus preferred stock, this
level is viewed as unusually high and may be cause for
concern. It might also indicate that management is aggres-
sive in its financial policies.

A layer of preferred stock in the capital structure is
usually viewed as equity —since dividends are discretion-
ary and the subordinated claim on assets provides a cush-
ion for providers of debt capital. A preferred component
of up to 10% is typically viewed as a permanent wedge in
the capital structur e of utilities. However, as rate-of-return
regulation is phased out, preferred stock may be viewed
by utilities —as many industrial Arms would —as a tempo-
rary option for companies that are not current taxpayers
that do not benefit from the tax deductibility of interest.
Even now, floating-rate preferred and money market per-
petual preferred are problematic; a rise in the rate due to
deteriorating credit quality tends to induce a company to
take out such preferred stock with debt. Structures that
convey tax deductibility to preferred stock have become
very popular and do generally afford such flnancings with
equity treatment.

Cash flow adequacy
Cash flow adequacy relates to a company's ability to

generate funds internally relative to its needs. It is a basic
component of credit analysis because it. takes cash to pay
expenses, fund capital spending, pay dividends, and make
interest and principal payments. Since both common and
preferred dividend payments are important to maintain
capital market access, Standard &Poor's looks at ash flow
measures both before and after dividends are paid.

To determine cash flow adequacy, several quantitative
relationships are examined. Emphasis is placed on cash
flow relative to debt. , debt service requirements, and capital
spending. Cash flow adequacy is evaluated with respect to
a firm's ability to meet all fixed charges, including capacity
payments under purchased-power contracts. Despite the
conditional nature of some contracts, the purchaser is ob-
ligated to pay a minimum capacity charge. The ratio used
is funds from operations plus interest. and capacity pay-
ments divided by interest plus capacity payments.

Financial flexibilitylcapital attI action
Financing flexibility incorporates a utility's financing

needs, plans, and alternatives, as well as its flexibility to
accomplish its financing program under stress without
damaging creditworthiness. External funding capability
complements internal cash flow. Especially since utilities
are so capital intensive, a firm's ability to tap capital mar-
kets on an ongoing basis must be considered. Debt capacity
reflects all the earlier elements: earnings protection, debt
leverage, and cash flow adequacy. Market access at reason-
able rates is restricted ifa reasonable capital structure is not
maintained and the company's financial prospects dim.
The analyst also reviews indenture restrictions and the
impact of additional debt on covenant tests.

Standard & Poor's assesses a company's capacity and
willingness to issue common equity. This is affected by
various factors, including the market-to-book ratio, divi-
dend policy, and any regulatory restrictions regarding the
composition of the capital structure.
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i
General:

Criteria Methodology: Business Risk/Financial
Risk Matrix Expanded
(Editor's Note: bi the previous version of this article published on May 26, certain of the rating outcomes in the

table 1 matrix were missated. A corrected version follows. )

Standard R Poor's Ratings Services is refining its methodology for corporate ratings related to its business

risk/financial risk matrix, which we pubhshed as part of 2008 Corporate Ratings Criteria on April 15, 2008, on

RatingsDirect at www. ratingsdirect. corn and Standard R Poor's Web site at www. standardandpoors. corn.

This article amends and supersedes the criteria as published in Corporate Ratings Criteria, page 21, and the articles

listed in the "Related Articles" section at the end of this report.

This article is part of a broad series of measures announced last year to enhance our governance, analytics,

dissemination of information, and investor education initiatives. These initiatives are aimed at augmenting our

independence, strengthening the rating process, and increasing our transparency to better serve the global markets.

We introduced the business risk/financial risk matrix four years ago. The relationships depicted in the matrix

represent an essential element of our corporate analytical methodology,

We are now expanding the matrix, by adding one category to both business and financial risks (see table 1).As a

result, the matrix allows for greater differentiation regarding companies rated lower than investment grade (i.e., 'BB'

and below).

Table 1

Business Risk Profile Financial Risk Profile

Minimal Modest intermediate Significant Ag gressive Highl Leveraged

Excellent AAA AA A A- BBB

Strong

Satisfactory

Fair

Weak

Vulnerable

AA A A- BBB BB 88-

A- BBB+ BBB BB+ 88- 8+

888- BB+ BB BB- 8

88 88- 8+ 8-

8+ 8 CCC+

These rating outcomes are shown for guidance purposes only, Actual rating should be within one notch of indicated rating outcomes.

The rating outcomes refer to issuer credit ratings. The ratings indicated in each cell of the matrix are the midpoints

of a range of likely rating possibilities. This range would ordinarily span one notch above and below the indicated

rating.

Standard R Poor's Ratirtgsoirect ( May 27, 2009

Standard 5 Poor's. Aii rights resenred. No reprint or dissemination without SSP's permission. See Terms of Use/Disclaimer on the fast page, 724t52
i
300023552
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Criteria I Corporates t General: Criteria Methodology: Business Risk/Financial Risk Matrix Expanded

Business Risk/Financial Risk Framework

Our corporate analytical methodology organizes the analytical process according to a common framework, and it

divides the task into several categories so that all salient issues are considered. The first categories involve

fundamental business analysis; the financial analysis categories follow.

Our ratings analysis starts with the assessment of the business and competitive profile of the company. Two

companies with identical financial metrics can be rated very differently, to the extent that their business challenges

and prospects differ. The categories underlying our business and financial risk assessments are:

Business risk
~ Country risk

~ Industry risk

~ Competitive position

~ Profitability/Peer group comparisons

I'inancial risk
~ Accounting

~ Financial governance and policies/risk tolerance

~ Cash flow adequacy

~ Capital structure/asset protection

~ Liquidity/short-term factors

We do not have any predetermined weights for these categories. The significance of specific factors varies from

situation to situation.

Updated Matrix
We developed the matrix to make explicit the rating outcomes that are typical for various business risk/financial risk

combinations. It illustrates the relationship of business and financial risk profiles to the issuer credit rating.

We tend to weight business risk slightly more than financial risk when differentiating among investment-grade

ratings. Conversely, we place slightly more weight on financial risk for speculative-grade issuers (see table 1, again).

There also is a subtle compounding effect when both business risk and financial risk are aligned at extremes (i.e.,
excellent/minimal and vulnerable/highly leveraged. )

The new, more granular version of the matrix represents a refinement —not any change in rating criteria or

standards —and, consequently, holds no implications for any changes to existing ratings, However, the expanded

matrix should enhance the transparency of the analytical process.

Financial Benchmarks

www. standardandpoors. coin/ratingsdirect

Standard & Poor's. All rights reserved. No reprint or dissemination without SaP's permission. See Terms of Use/Disclaimer on the last page. 724102 i 30002300?
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Criteria I Corporates ) General: Criteria Met/2odology: Business Risk/Financial Risk Matrix Expanded

Table 2

FFO/Debt (%) Debt/EBITDA (x) Debt/Capital (%)

Minimal greater than 60 less than 1.5 less than 25

Modest 45-60 1.5-2 25-35

intermediate 30-45

Significant 20-30

2-3

3-4

35-45

45-50

Aggressive 12-20 4-5 50-60

Highly Leveraged less than 12 greater than 5 greater than 60

How To Use The Matrix —And Its Limitations

The rating matrix indicative outcomes are what we typically observe —but are not meant to be precise indications or

guarantees of future rating opinions. Positive and negative nuances in our analysis may lead to a notch higher or

lower than the outcomes indicated in the various cells of the matrix.

In certain situations there may be specific, overarching risks that are outside the standard framework, e.g. , a

liquidity crisis, major litigation, or large acquisition. This often is the case regarding credits at the lowest end of the

credit spectrum —i.e., the 'CCC' category and lower. These ratings, by definition, reflect some impending crisis or

acute vulnerability, and the balanced approach that underlies the matrix framework just does not lend itself to such

sttuations.

Similarly, some matrix cells are blank because the underlying combinations are highly unusual —and presumably

would involve complicated factors and analysis.

The following hypothetical example illustrates how the tables can be used to better understand our rating process

(see tables 1 and 2).

We believe that Company ABC has a satisfactory business risk profile, typical of a low investment-grade industrial

issuer. If we believed its financial risk were intermediate, the expected rating outcome should be within one notch of
'BBB'. ABC's ratios of cash flow to debt (35%) and debt leverage (total debt to EBITDA of 2.5x) are indeed

characteristic of intermediate financial risk.

It might be possible for Company ABC to be upgraded to the 'A' category by, for example, reducing its debt burden

to the point that financial risk is viewed as minimal. Funds from operations (FFO) to debt of more than 60% and

debt to EBITDA of only 1.5x would, in most cases, indicate minimal.

Conversely, ABC may choose to become more financially aggressive —perhaps it decides to reward shareholders by

borrowing to repurchase its stock. It is possible that the company may fall into the 'BB' category if we view its

financial risk as significant. FFO to debt of 20% and debt to EBITDA 4x would, in our view, typify the significant

financial risk category.

Still, it is essential to realize that the financial benchmarks are guidelines, neither gospel nor guarantees. They can

vary in nonstandard cases: For example, if a company's financial measures exhibit very little volatility, benchmarks

may be somewhat more relaxed.

Standard 8c Poor's Ratirtgsoirect ( May 27, 2009

Standard & Poor's. All rights resenred. No reprint or dissemination without S&P's permission. See Terms of Use/Disclaimer on the last page. !2o102
l 300it23ss2
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Criteria I Corporates I General: Criteria Methodology: Business Risk/Financia/ Risk Matrix Expanded

Moreover, our assessment of financial risk is not as simphstic as looking at a few ratios. It encompasses:

~ a view of accounting and disclosure practices;
~ a view of corporate governance, financial policies, and risk tolerance;

~ the degree of capital intensity, flexibility regarding capital expenditures and other cash needs, including

acquisitions and shareholder distributions; and

~ various aspects of liquidity —including the risk of refinancing near-term maturities.

The matrix addresses a company's standalone credit profile, and does not take account of external influences, which

would pertain in the case of government-related entities or subsidiaries that in our view may benefit or suffer from

affiliation with a stronger or weaker group. The matrix refers only to local-currency ratings, rather than

foreign-currency ratings, which incorporate additional transfer and convertibility risks. Finally, the matrix does not

apply to project finance or corporate securitizations.

Re1ated Articles

Industrials' Business Risk/Financial Risk Matrix —A Fundamental Perspective On Corporate Ratings, published April

7, 200S, on Ratingsoirect.

www. standardandpoors.

corn/ratingsdiract

Standard 5 Poor's. All rights reserved. No reprint or dissemination without SffrP's permission. See Terms of Use/Disclaimer on the last page. 7241S2 I30IN23552
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Proxy Group of Six AUS Utility Reports Water Companies 
Capitalization and Financial Statistics 

2005-2009, Inclusive 
Notes: 
 
(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results 

for each individual company in the group, and are based upon financial statements as originally reported 
in each year.   

 
(2) Computed by relating actual total debt interest or preferred stock dividends booked to average of 

beginning and ending total debt or preferred stock reported to be outstanding.   
 
(3) Total debt as a percentage of EBITDA (Earnings before Interest, Income Taxes, Depreciation and 

Amortization). 
 
(4) Funds from operations (as defined in Note 3) as a percentage of total debt. 

 
 
 

 
 

 
 
 
 
 

 
 

Selection Criteria: 
  
 

 The basis of selection was to include those water companies: 1) which are included in the Water 
Company Group of AUS Utility Reports (April 2010); 2) which have Value Line five-year EPS growth rate 
projections or Reuters consensus five-year EPS growth rate projections; 3) which have positive Value Line five-
year DPS growth rate projections; 4) which have a Value Line adjusted beta as published in Value Line 
Investment Survey; 5) which have not cut or omitted their common dividends during the five years ending 2009 
or through the time of the preparation of this testimony; 6) which have 60% or greater of 2009 total operating 
income derived from and 60% or greater of 2009 total assets devoted to regulated water operations; and 7) 
which at the time of the preparation of Ms. Ahern’s accompanying direct testimony, had not publicly announced 
that they were involved in any major merger or acquisition activity. 
 

 The following six water companies met the above criteria: 
 
  American States Water Co. 
  Aqua America, Inc. 
  California Water Service Group 
  Connecticut Water Service, Inc. 
  Middlesex Water Company 
  York Water Co. 
    

 
 
 
Source of Information: Standard & Poor's Compustat Services, Inc., PC Plus / Research 

Insight Database 
  EDGAR Online’s I-Metrix Database 

  Company Annual Forms 10K 
  AUS Merger and Acquisition Quarterly Report, March 31, 2010   
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Capital Structure Based upon Total Permanent Capital for the
Proxy Group of Six AUS Utility Reports Water Companies

2005 - 2009, Inclusive

5 YEAR
2009 2008 2007 2006 2005 AVERAGE

American States Water Co. 
Long-Term Debt 46.95 % 46.25 % 46.99 % 48.61 % 50.46 % 47.85 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 53.05 53.75 53.01 51.39 49.54 52.15
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Aqua America, Inc.
Long-Term Debt 56.59 % 54.21 % 55.88 % 51.55 % 52.61 % 54.17 %
Preferred Stock 0.02 0.09 0.09 0.10 0.09 0.08
Common Equity 43.39 45.70 44.03 48.35 47.30 45.75
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

California Water Service 
Group 
Long-Term Debt 47.93 % 41.88 % 42.86 % 43.47 % 48.07 % 44.84 %
Preferred Stock 0.00 0.00 0.51 0.51 0.61 0.33
Common Equity 52.07 58.12 56.63 56.01 51.33 54.83
     Total Capital 100.00 % 100.00 % 100.00 % 99.99 % 100.01 % 100.00 %

Connecticut Water Service, 
Inc. 
Long-Term Debt 50.59 % 46.94 % 47.78 % 44.44 % 45.65 % 47.08 %
Preferred Stock 0.35 0.39 0.40 0.44 0.48 0.41
Common Equity 49.06 52.67 51.82 55.13 53.86 52.51
     Total Capital 100.00 % 100.00 % 100.00 % 100.01 % 99.99 % 100.00 %

Middlesex Water Company
Long-Term Debt 47.35 % 49.10 % 49.48 % 49.98 % 55.68 % 50.33 %
Preferred Stock 1.24 1.22 1.46 1.49 1.69 1.42
Common Equity 51.41 49.68 49.06 48.53 42.62 48.26
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 99.99 % 100.01 %

York Water Company
Long-Term Debt 47.16 % 55.31 % 51.17 % 48.82 % 50.71 % 50.63 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 52.84 44.69 48.83 51.18 49.29 49.37
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Proxy Group of Six AUS 
Utility Reports Water 
Companies
Long-Term Debt 49.43 % 48.95 % 49.03 % 47.81 % 50.53 % 49.15 %
Preferred Stock 0.27 0.28 0.41 0.42 0.48 0.37
Common Equity 50.30 50.77 50.55 51.77 48.99 50.48
     Total Capital 100.00 % 100.00 % 99.99 % 100.00 % 100.00 % 100.00 %
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Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies 
Capitalization and Financial Statistics 

2005-2009, Inclusive 
Notes: 
 
(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results 

for each individual company in the group, and are based upon financial statements as originally reported 
in each year.   

 
(2) Computed by relating actual total debt interest or preferred stock dividends booked to average of 

beginning and ending total debt or preferred stock reported to be outstanding.   
 
(3) Total debt as a percentage of EBITDA (Earnings before Interest, Income Taxes, Depreciation and 

Amortization). 
 

(4) Funds from operations (as defined in Note 3) as a percentage of total debt. 
 
 
 
 

 
 
 
 

 
 

Selection Criteria: 
  
 

 The basis of selection was to include those gas distribution companies: 1) which are included in the 
Natural Gas Distribution & Integrated Natural Gas Company Group of AUS Utility Reports (April 2010); 2) which 
have Value Line five-year EPS growth rate projections or Reuters consensus five-year EPS growth rate 
projections; 3) which have positive Value Line five-year DPS growth rate projections, 4) which have a Value 
Line adjusted beta as published in Value Line Investment Survey; 5) which have not cut or omitted their 
common dividends during the five years ending 2009 or through the time of the preparation of this testimony; 6) 
which have 60% or greater of 2009 total operating income derived from and 60% or greater of 2009 total assets 
devoted to regulated gas distribution operations; and 7) which at the time of the preparation of Ms. Ahern’s 
accompanying direct testimony, had not publicly announced that they were involved in any major merger or 
acquisition activity. 
 

 The following eight gas distribution companies met the above criteria: 
 
  AGL Resources, Inc. Northwest Natural Gas Company 
  Atmos Energy Corp. Piedmont Natural Gas Co., Inc. 
  Delta Natural Gas Company South Jersey Industries, Inc. 
  Laclede Group, Inc’ Southwest Gas Corporation 
  New Jersey Resources Corp. WGL Holdings, Inc.  
   
     

  
 
 

Source of Information: Standard & Poor's Compustat Services, Inc., PC Plus / Research 
Insight Database 

  EDGAR Online’s I-Metrix Database 
  Company Annual Forms 10K 
  AUS Merger and Acquisition Quarterly Report, March 31, 2010   
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Capital Structure Based upon Total Permanent Capital for the
Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

2005 - 2009, Inclusive

5 YEAR
2009 2008 2007 2006 2005 AVERAGE

AGL Resources Inc. 
Long-Term Debt 52.04 % 49.87 % 49.50 % 49.56 % 51.23 % 50.44 %
Preferred Stock 1.03 0.95 1.39 1.28 1.21 1.17
Common Equity 46.93 49.18 49.11 49.16 47.56 48.39
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Atmos Energy Corporation
Long-Term Debt 49.92 % 50.82 % 52.01 % 56.99 % 57.71 % 53.49 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 50.08 49.18 47.99 43.01 42.29 46.51
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Delta Natural Gas Company 
Long-Term Debt 51.45 % 50.82 % 52.36 % 53.28 % 51.69 % 51.92 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 48.55 49.18 47.64 46.72 48.31 48.08
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Laclede Group, Inc.
Long-Term Debt 60.09 % 44.42 % 47.97 % 49.50 % 50.87 % 50.57 %
Preferred Stock 0.01 0.07 0.10 0.12 0.13 0.09
Common Equity 39.90 55.51 51.93 50.38 49.00 49.34
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

New Jersey Resources 
Corp.
Long-Term Debt 40.11 % 41.48 % 37.54 % 35.09 % 42.25 % 39.29 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 59.89 58.52 62.46 64.91 57.75 60.71
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Northwest Natural Gas Co.
Long-Term Debt 49.10 % 44.90 % 46.50 % 47.69 % 47.43 % 47.12 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 50.90 55.10 53.50 52.31 52.57 52.88
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Piedmont Natural Gas Co., 
Inc. 
Long-Term Debt 46.06 % 48.16 % 48.43 % 48.30 % 42.74 % 46.74 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 53.94 51.84 51.57 51.70 57.26 53.26
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

South Jersey Industries, Inc. 
Long-Term Debt 38.98 % 40.93 % 42.64 % 44.83 % 45.08 % 42.49 %
Preferred Stock 0.00 0.14 0.05 0.06 0.06 0.06
Common Equity 61.02 58.93 57.31 55.11 54.86 57.45
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Southwest Gas Corporation
Long-Term Debt 55.43 % 55.48 % 58.80 % 61.07 % 65.21 % 59.20 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 44.57 44.52 41.20 38.93 34.79 40.80
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

WGL Holdings, Inc.
Long-Term Debt 36.40 % 38.72 % 38.72 % 40.14 % 40.75 % 38.95 %
Preferred Stock 1.59 1.60 1.71 1.78 1.81 1.70
Common Equity 62.01 59.68 59.57 58.08 57.44 59.35
     Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Proxy Group of Ten AUS 
Utility Reports Natural Gas 
Distribution Companies
Long-Term Debt 47.96 % 46.56 % 47.45 % 48.65 % 49.50 % 48.02 %
Preferred Stock 0.26 0.28 0.33 0.32 0.32 0.30
Common Equity 51.78 53.15 52.23 51.03 50.18 51.67
     Total Capital 100.00 % 99.99 % 100.01 % 100.00 % 100.00 % 99.99 %
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1

Line No. Market Value

1. Per Share 24.00$      13.33$   30.00$   

2. DCF Cost Rate (1) 10.00% 10.00% 10.00%

3. Return in Dollars 2.400$      1.333$   3.000$   

4. Dividends (2) 0.840$      0.840$   0.840$   

5. Growth in Dollars 1.560$      0.493$   2.160$   

6. Return on Market Value 10.00% 5.55% (3) 12.50% (4)

7. Rate of Growth on Market Value 6.50% (5) 2.05% (6) 9.00% (7)

Notes:  (1)

(2)

(3)

(4)

(5) Expected rate of growth per market based DCF model.

(6)

(7)

2 3

Tega Cay Water Service, Inc.
Hypothetical Example of the Inadequacy of
A DCF Return Rate Related to Book Value

When Market Value is Greater / Less than Book Value

Actual rate of growth when DCF cost rate is applied to book value ($1.333 possible 
earnings - $0.840 dividends = $0.493 for growth / $24.00 market value = 2.05%).

Actual rate of growth when DCF cost rate is applied to book value ($3.000 possible 
earnings - $0.840 dividends = $2.160 for growth / $24.00 market value = 9.00%).

Book Value with 
Market to Book 
Ratio of 180%

Book Value 
with Market to 
Book Ratio of 

Comprised of 3.5% dividend yield and 6.5% growth.

$24.00 * 3.5% yield = $0.840.

$1.333 / $24.00 market value = 5.55%.

$3.000 / $24.00 market value = 12.50%.
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Tega Cay Water Service, Inc.
Indicated Common Equity Cost Rate Through Use of the

Single Stage Discounted Cash Flow Model for
the Proxy Group of Six AUS Utility Reports Water Companies

and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

Based upon Projected Growth in EPS

1 2 3 4 5

Average 
Dividend 
Yield (1)

Dividend 
Growth 

Component 
(2)

Adjusted 
Dividend 
Yield (3)

Growth Rate 
(4)

Indicated 
Common 

Equity Cost 
Rate (5)

Proxy Group of Six AUS Utility 
Reports Water Companies
American States Water Co. 2.94    % 0.10       % 3.04    % 6.75      % 9.79     %
Aqua America, Inc. 3.32    0.15       3.47    9.30      12.77   
California Water Service Group 3.18    0.12       3.30    7.25      10.55   
Connecticut Water Service, Inc. 3.98    0.18       4.16    9.00      13.16   
Middlesex Water Company 4.18    0.19       4.37    9.00      13.37   
York Water Company 3.75    0.13       3.88    6.75      10.63   

Average 3.56    % 0.15       % 3.70    % 8.01      % 11.71   %

Median 3.54    % 0.14       % 3.68    % 8.13      % 11.70   %

Proxy Group of Ten AUS Utility 
Reports Natural Gas Distribution 
Companies
AGL Resources Inc. 4.66    % 0.11       % 4.77    % 4.55      % 9.32     %
Atmos Energy Corporation 4.69    0.12       4.81    5.00      9.81     
Delta Natural Gas Company 4.42    0.07       4.49    3.00      7.49     
Laclede Group, Inc. 4.69    0.06       4.75    2.50      7.25     
New Jersey Resources Corp. 3.61    0.10       3.71    5.80      9.51     
Northwest Natural Gas Co. 3.63    0.10       3.73    5.25      8.98     
Piedmont Natural Gas Co., Inc. 4.08    0.11       4.19    5.50      9.69     
South Jersey Industries, Inc. 3.19    0.15       3.34    9.50      12.84   
Southwest Gas Corporation 3.20    0.11       3.31    6.75      10.06   
WGL Holdings, Inc. 4.38    0.03       4.41    1.55      5.96     

Average 4.06    % 0.10       % 4.15    % 4.94      % 9.09     %

Median 4.23    % 0.11       % 4.30    % 5.13      % 9.42     %

Notes: (1) From Schedule 7.
(2)

(3) Column 1 + Column 2.
(4) From page 1, Schedule 9.
(5) Column 3 + Column 4.

This reflects a growth rate component equal to one-half the conclusion of growth rate (from 
Schedule 9) x Column 1 to reflect the periodic payment of dividends (Gordon Model) as 
opposed to the continuous payment.  Thus, for American States Water Co. , 2.94% x ( 1/2 
x 6.75% ) = 0.1%.
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Tega Cay Water Service, Inc.
Derivation of Dividend Yield for Use in the

Discounted Cash Flow Model

Dividend Yield
Average

of Average
Spot Last 3 Dividend

(04/09/2010) (1) Months (2) Yield (3)

Proxy Group of Six AUS Utility Reports 
Water Companies
American States Water Co. 2.75 % 3.12 % 2.94 %
Aqua America, Inc. 3.24 3.40 3.32
California Water Service Group 3.13 3.24 3.18
Connecticut Water Service, Inc. 3.93 4.02 3.98
Middlesex Water Company 4.12 4.25 4.18
York Water Company 3.70 3.79 3.75

Average 3.48 % 3.64 % 3.56 %

Median 3.47 % 3.59 % 3.54 %

Proxy Group of Ten AUS Utility Reports 
Natural Gas Distribution Companies
AGL Resources Inc. 4.60 % 4.72 % 4.66 %
Atmos Energy Corporation 4.57 4.81 4.69
Delta Natural Gas Company 4.42 4.42 4.42
Laclede Group, Inc. 4.58 4.80 4.69
New Jersey Resources Corp. 3.53 3.69 3.61
Northwest Natural Gas Co. 3.54 3.72 3.63
Piedmont Natural Gas Co., Inc. 4.06 4.10 4.08
South Jersey Industries, Inc. 3.08 3.30 3.19
Southwest Gas Corporation 3.07 3.32 3.20
WGL Holdings, Inc. 4.30 4.46 4.38

Average 3.97 % 4.13 % 4.06 %

Median 4.18 % 4.26 % 4.23 %

Notes: (1)

(2)

(3)

Source of Information: yahoo.finance.com

The spot dividend yield is the current annualized dividend per 
share divided by the spot market price on 04/09/2010.

The average 3-month dividend yield was computed by relating 
the indicated annualized dividend rate and market price on the 
last trading day of each of the three months ended 03/31/2010.
Equal weight has been given to the 3-month average and spot 
dividend yield.  This provides recognition of current conditions, 
but does not place undue emphasis thereon.
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1 2

9-Apr-10 9-Apr-10
Percentage of Percentage of

Institutional Individual
Holdings Holdings (1)

Proxy Group of Six AUS Utility 
Reports Water Companies
American States Water Co. 59.15 % 40.85 %
Aqua America, Inc. 44.06 55.94
California Water Service Group 49.60 50.40
Connecticut Water Service, Inc. 35.24 64.76
Middlesex Water Company 37.82 62.18
York Water Company 23.55 76.45

Average 41.57 % 58.43 %

Proxy Group of Ten AUS Utility 
Reports Natural Gas Distribution 
Companies
AGL Resources Inc. 59.68 % 40.32 %
Atmos Energy Corporation 59.56 40.44
Delta Natural Gas Company 18.69 81.31
Laclede Group, Inc. 47.70 52.30
New Jersey Resources Corp. 58.98 41.02
Northwest Natural Gas Co. 57.08 42.92
Piedmont Natural Gas Co., Inc. 46.94 53.06
South Jersey Industries, Inc. 53.41 46.59
Southwest Gas Corporation 73.28 26.72
WGL Holdings, Inc. 63.28 36.72

Average 53.86 % 46.14 %

(1) (1 - column 1).

Source of Information: pro.edgar-online.com, April 9, 2010

Tega Cay Water Service, Inc.
Current Institutional Holdings and Individual Holdings

the Proxy Group of Six AUS Utility Reports Water Companies
and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies
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Tega Cay Water Service, Inc.
Projected Growth

1 2 3

Value Line 
Projected

Reuters Mean Consensus 
Projected Five Year Growth 

Rate

Average 
Projected Five 
Year Growth 

Rate in EPS (2)

No. of
EPS EPS Est.

Proxy Group of Six AUS Utility Reports 
Water Companies
American States Water Co. 9.50 % 4.00 % [1] 6.75 %
Aqua America, Inc. 10.00 8.60 [5] 9.30
California Water Service Group 8.50 6.00 [2] 7.25
Connecticut Water Service, Inc. 9.00 NA 9.00
Middlesex Water Company 9.00 NA 9.00
York Water Company 7.50 6.00 [1] 6.75

Average 8.92 % 6.15 % 8.01 %

Median 9.00 % 6.00 % 8.13 %

Proxy Group of Ten AUS Utility Reports 
Natural Gas Distribution Companies
AGL Resources Inc. 3.50 % 5.60 % [4] 4.55 %
Atmos Energy Corporation 5.50 4.50 [5] 5.00
Delta Natural Gas Company 3.00 3.00 [1] 3.00
Laclede Group, Inc. 2.50 NA 2.50
New Jersey Resources Corp. 6.50 5.10 [2] 5.80
Northwest Natural Gas Co. 5.00 5.50 [2] 5.25
Piedmont Natural Gas Co., Inc. 4.00 7.00 [2] 5.50
South Jersey Industries, Inc. 5.50 13.50 [2] 9.50
Southwest Gas Corporation 8.00 5.50 [2] 6.75
WGL Holdings, Inc. 2.50 0.60 [1] 1.55

Average 4.60 % 5.59 % 4.94 %

Median 4.50 % 5.50 % 5.13 %

NA= Not Available

Notes: (1) As shown on pages 2 through 17 of this Schedule.
(2) Average of Columns 1 and 2.

Source of Information:

Reuters Company Research, April 8, 2010

Value Line Investment Survey, January 22, 2010 and March 12, 2010, 
Standard Edition and Small and Mid-Cap Edition
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Line No.

Proxy Group of 
Ten AUS Utility 
Reports Natural 
Gas Distribution 

1. Prospective Yield on Aaa Rated
   Corporate Bonds (1) 5.68 % 5.68 %

2. Adjustment to Reflect Yield Spread
   Between Aaa Rated Corporate
   Bonds and A Rated Public
   Utility Bonds 0.52 (2) 0.52 (2)

3. Adjusted Prospective Yield on A Rated
   Public Utility Bonds 6.20 % 6.20 %

4. Adjustment to Reflect Bond
    Rating Difference of Proxy Group 0.00 (3) 0.14 (4)

5. Adjusted Prospective Bond Yield 6.20 6.34

6. Equity Risk Premium (5) 4.36 4.19
          

7.   Risk Premium Derived Common
      Equity Cost Rate 10.56 % 10.53 %

Notes:  (1) Derived in Note (3) on page 6 of this Schedule.
(2)

(3)

(4)

(5) From page 5 of this Schedule.

The average yield spread of A rated public utility bonds over Aaa rated corporate bonds 
of 0.52% from page 4 of this Schedule.

Adjustment to reflect the A3 Moody's Bond Rating of the Proxy Group of Ten AUS Utility 
Reports Natural Gas Distribution Companies as shown on page 2 of this Schedule.  
The 14 basis point adjustment is derived by taking 1/3 of the spread between  Baa and 
A2 Public Utility Bonds (1/3 * 0.41% = 0.137%, rounded to 0.14%).

Proxy Group of Six 
AUS Utility 

Reports Water 
Companies

Tega Cay Water Service, Inc.
Indicated Common Equity Cost Rate

Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach

No adjustment necessary as the average Moody's bond rating of the Proxy Group of Six 
AUS Utility Reports Water Companies is A2 as shown on page 2 of this Schedule.
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Tega Cay Water Service, Inc. 
Numerical Assignment for 

Moody's and Standard & Poor's Bond Ratings, 
Standard & Poor’s Credit Ratings, and 

Standard & Poor’s Business and Financial Risk Profiles 
 

 
 
 
 
 

    Moody's      Numerical       Standard & Poor's 
 Bond Rating  Bond Weighting     Bond / Credit Rating      

 
Aaa  1 AAA 

 
Aa1  2 AA+ 
Aa2  3 AA 
Aa3  4 AA- 

 
A1  5 A+ 
A2  6 A 
A3  7 A- 

 
Baa1  8 BBB+ 
Baa2  9 BBB 
Baa3 10 BBB- 

 
Ba1 11 BB+ 
Ba2 12 BB 
Ba3 13 BB- 

                                                                                  
 
 
 
 

Standard & Poor’s 
 
 

  Business Numerical  Financial Numerical 
 Risk Profile Weighting Risk Profile Weighting 
 
 Excellent 1 Minimal 1 
 Strong 2 Modest 2 
 Satisfactory 3 Intermediate 3 
 Fair  4 Significant 4 
 Weak 5 Aggressive 5 
 Vulnerable 6 Highly Leveraged 6 
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Line
No.

Proxy Group of Ten 
AUS Utility Reports 

Natural Gas 
Distribution 
Companies

1. Calculated equity risk
   premium based on the
   total market using
   the beta approach (1) 4.56 4.23

2. Mean equity risk premium 
   based on a study
   using the holding period
   returns of public utilities
   with A rated bonds (2) 4.15 4.15

3. Average equity risk premium 4.36 % 4.19 %

Notes:  (1) From page 6 of this Schedule.
(2) From page 8 of this Schedule.

Proxy Group of Six 
AUS Utility Reports 
Water Companies

and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies
the Proxy Group of Six AUS Utility Reports Water Companies

Judgment of Equity Risk Premium for
Tega Cay Water Service, Inc.
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and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

Line No.

Proxy Group of 
Ten AUS Utility 
Reports Natural 
Gas Distribution 

Companies

1. Arithmetic mean total return rate on
   the Standard & Poor's 500 Composite
   Index - 1926-2009 (1) 11.80 % 11.80 %

2. Arithmetic mean yield on
Aaa and Aa Corporate Bonds
   1926-2009 (2) (6.10) (6.10)

3. Historical Equity Risk Premium 5.70 % 5.70 %

4. Forecasted 3-5 year Total Annual
   Market Return (3) 12.99               % 12.99 %

5. Prospective Yield an Aaa Rated
   Corporate Bonds (4) (5.68) (5.68)

6. Forecasted Equity Risk Premium 7.31 % 7.31 %

7. Conclusion of Equity Risk Premium (5) 6.51 % 6.51 %

8. Adjusted Value Line Beta (6) 0.70 0.65

9. Beta Adjusted Equity Risk Premium 4.56 % 4.23 %

Notes:  (1)

(2)

(3) From page 3 of Schedule 11.

(4)

Second Quarter 2010 5.30 %
Third Quarter 2010 5.50

Fourth Quarter 2010 5.60
First Quarter 2011 5.70

Second Quarter 2011 5.90
Third Quarter 2011 6.10

Average 5.68 %

(5)

(6) From page 9 of this Schedule.

Proxy Group of Six 
AUS Utility 

Reports Water 
Companies

Tega Cay Water Service, Inc.
Derivation of Equity Risk Premium Based on the Total Market Approach

Using the Beta for
the Proxy Group of Six AUS Utility Reports Water Companies

The average of the historical equity risk premium of 5.70% from Line No. 3 and the forecasted equity risk premium of 
7.31% from Line No. 6 ((5.70% + 7.31%) / 2 = 6.51%.

From Moody's Industrial Manual and Mergent Bond Record Monthly Update.

Average forecast based upon six quarterly estimates of Aaa rated corporate bonds per the consensus of nearly 50 
economists reported in Blue Chip Financial Forecasts dated April 1, 2009 (see page 7 of this Schedule).  The 
estimates are detailed below.

Ibbotson® SBBI® 2010 Valuation Yearbook - Market Results for Stocks, Bonds, Bills, and Inflation - 1926 - 2009, 
Morningstar, Inc., 2010 Chicago, IL
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2   BLUE CHIP FINANCIAL FORECASTS   APRIL 1, 2010 

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions
1

-------------------------------------History----------------------------------------- Consensus Forecasts-Quarterly Avg. 
---------Average For Week End--------  ----Average For Month---- Latest Q* 2Q 3Q 4Q 1Q 2Q 3Q

Interest Rates Mar.19 Mar.12 Mar.5 Feb.26 Feb. Jan. Dec. 1Q 2010 2010 2010 2010 2011 2011 2011

Federal Funds Rate 0.18 0.16 0.13 0.12 0.13 0.11 0.12 0.12 0.2 0.2 0.5 0.9 1.3 1.7

Prime Rate 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.2 3.3 3.6 4.0 4.3 4.7

LIBOR, 3-mo. 0.27 0.26 0.25 0.25 0.25 0.25 0.25 0.25 0.3 0.5 0.8 1.2 1.6 2.0

Commercial Paper, 1-mo. 0.17 0.16 0.13 0.14 0.13 0.13 0.14 0.13 0.2 0.3 0.7 1.1 1.5 1.9

Treasury bill, 3-mo. 0.16 0.16 0.14 0.12 0.11 0.06 0.05 0.09 0.2 0.3 0.6 1.0 1.4 1.8

Treasury bill, 6-mo. 0.24 0.22 0.19 0.19 0.18 0.15 0.17 0.17 0.3 0.4 0.8 1.2 1.6 2.0

Treasury bill, 1 yr. 0.41 0.39 0.34 0.34 0.35 0.35 0.37 0.35 0.5 0.7 1.0 1.4 1.8 2.2

Treasury note, 2 yr. 0.97 0.93 0.84 0.86 0.86 0.93 0.87 0.90 1.1 1.3 1.7 2.0 2.3 2.7

Treasury note, 5 yr. 2.42 2.39 2.29 2.37 2.36 2.48 2.34 2.41 2.5 2.7 3.0 3.2 3.4 3.7

Treasury note, 10 yr. 3.68 3.72 3.62 3.69 3.69 3.73 3.59 3.71 3.8 3.9 4.1 4.3 4.4 4.6

Treasury note, 30 yr. 4.59 4.67 4.58 4.62 4.62 4.60 4.49 4.61 4.6 4.8 4.9 5.0 5.2 5.3

Corporate Aaa bond 5.21 5.28 5.24 5.31 5.35 5.26 5.26 5.30 5.3 5.5 5.6 5.7 5.9 6.1

Corporate Baa bond 6.21 6.30 6.26 6.33 6.34 6.25 6.37 6.29 6.3 6.5 6.7 6.8 6.9 7.1

State & Local bonds 4.32 4.33 4.34 4.36 4.36 4.33 4.21 4.34 4.5 4.6 4.7 4.8 4.9 5.1

Home mortgage rate 4.96 4.95 4.97 5.05 4.99 5.03 4.93 5.00 5.2 5.4 5.6 5.7 5.9 6.1

----------------------------------------History------------------------------------------- Consensus Forecasts-Quarterly

2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q* 2Q 3Q 4Q 1Q 2Q 3Q

Key Assumptions 2008 2008 2008 2009 2009 2009 2009 2010 2010 2010 2010 2011 2011 2011

Major Currency Index 70.9 73.5 81.3 82.7 79.4 75.4 73.6 75.4 75.6 75.8 76.4 76.4 76.6 77.0

Real GDP 1.5 -2.7 -5.4 -6.4 -0.7 2.2 5.6 2.9 3.0 2.9 3.0 3.0 3.1 3.2

GDP Price Index 1.8 4.0  0.1  1.9  0.0 0.4 0.5 1.4 1.2 1.4 1.4 1.7 1.7 1.7

Consumer Price Index 5.2 6.4 -9.2 -2.2 1.9 3.7 2.6 1.7 1.5 1.9 1.8 2.0 2.0 2.2
Forecasts for interest rates and the Federal Reserve’s Major Currency Index represent averages for the quarter. Forecasts for Real GDP, GDP Price Index and Consumer Price 

Index are seasonally-adjusted annual rates of change (saar). Individual panel members’ forecasts are on pages 4 through 9. Historical data for interest rates except LIBOR is from 

Federal Reserve Release (FRSR) H.15. LIBOR quotes available from The Wall Street Journal. Interest rate definitions are the same as those in FRSR H.15. Treasury yields are 

reported on a constant maturity basis. Historical data for the Fed’ Major Currency Index is from FRSR H.10 and G.5. Historical data for Real GDP and GDP Chained Price Index 

are from the Bureau of Economic Analysis (BEA). Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Statistics (BLS). 
*
Interest rate data for 

1Q 2010 based on historical data through the week ended March 19th. 
*
Data for 1Q 2010 Major Currency Index also is based on data through week ended March 19th. Fig-

ures for 1Q 2010 Real GDP, GDP Chained Price Index and Consumer Price Index are consensus forecasts based on a special question asked of the panelists this month (see 

page 14). 

U.S. Treasury Yield Curve
Week ended March 19, 2010 and Year Ago vs.

2Q 2010 and 3Q 2011 Consensus Forecasts
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Over A Rated
Public Utility Bonds
AUS Consultants -

Line Utility Services
No. Study (1)

Time Period 1928-2008
1. Arithmetic Mean Holding Period

Returns (2):
  Standard & Poor's Public 
     Utility Index 10.74 %

2. Arithmetic Mean Yield on:
Moody's A Rated Public Utility Bonds (6.59)

3. Equity Risk Premium 4.15 %

Notes:  (1)

(2) Holding period returns are calculated based upon income 
received (dividends and interest) plus the relative change in the 
market value of a security over a one-year holding period.

Tega Cay Water Service, Inc.
Derivation of Mean Equity Risk Premium Based on a Study

Using Holding Period Returns of Public Utilities

S&P Public Utility Index and Moody's Public Utility Bond Average 
Annual Yields 1928-2008, (AUS Consultants - Utility Services, 
2009).

Exhibit PMA-1 
Schedule 10 
Page 8 of 9



Tega Cay Water Service, Inc.
Value Line Adjusted Betas for

the Proxy Group of Six AUS Utility Reports Water Companies
and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

Value Line
Adjusted

Beta

Proxy Group of Six AUS Utility 
Reports Water Companies
American States Water Co. 0.80
Aqua America, Inc. 0.65
California Water Service Group 0.75
Connecticut Water Service, Inc. 0.80
Middlesex Water Company 0.60
York Water Company 0.65

Average 0.71

Median 0.70

Proxy Group of Ten AUS Utility 
Reports Natural Gas Distribution 
Companies
AGL Resources Inc. 0.75
Atmos Energy Corporation 0.65
Delta Natural Gas Company 0.65
Laclede Group, Inc. 0.60
New Jersey Resources Corp. 0.65
Northwest Natural Gas Co. 0.60
Piedmont Natural Gas Co., Inc. 0.65
South Jersey Industries, Inc. 0.60
Southwest Gas Corporation 0.75
WGL Holdings, Inc. 0.60

Average 0.65

Median 0.65

Source of Information: Value Line Investment Survey, January 22, 2010 and 
March 12, 2010, Standard Edition and Small and Mid-
Cap Edition
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Line No.

Proxy Group of 
Ten AUS Utility 
Reports Natural 
Gas Distribution 

Companies

1.
10.09 % 9.72 %

2.
10.64 % 10.36 %

3. Conclusion 10.37 % 10.04 %

Notes:  (1) From page 2 of this Schedule.

Empirical Capital Asset 
Pricing Model (1)

Proxy Group of Six AUS 
Utility Reports Water 

Companies

Tega Cay Water Service, Inc.
Indicated Common Equity Cost Rate Through Use

of the Capital Asset Pricing Model
the Proxy Group of Six AUS Utility Reports Water Companies

and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

Traditional Capital Asset 
Pricing Model (1)
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Tega Cay Water Service, Inc.
Indicated Common Equity Cost Rate Through Use

of the Capital Asset Pricing Model

1 2

     Company-Specific        CAPM Result
Value Line         Risk Premium            Including
Adjusted       Based on Market            Risk-Free

Beta   Premium of 7.31%     Rate of 4.97% (2)

Traditional Capital Asset Pricing Model (3)

Proxy Group of Six AUS Utility Reports 
Water Companies
American States Water Co. 0.80 5.85 % 10.82 %
Aqua America, Inc. 0.65 4.75 9.72
California Water Service Group 0.75 5.48 10.45
Connecticut Water Service, Inc. 0.80 5.85 10.82
Middlesex Water Company 0.60 4.39 9.36
York Water Company 0.65 4.75 9.72

Average 0.71 5.18 % 10.15 %

Median 0.70 5.12 % 10.09 %

Proxy Group of Ten AUS Utility Reports 
Natural Gas Distribution Companies
AGL Resources Inc. 0.75 5.48 % 10.45 %
Atmos Energy Corporation 0.65 4.75 9.72
Delta Natural Gas Company 0.65 4.75 9.72
Laclede Group, Inc. 0.60 4.39 9.36
New Jersey Resources Corp. 0.65 4.75 9.72
Northwest Natural Gas Co. 0.60 4.39 9.36
Piedmont Natural Gas Co., Inc. 0.65 4.75 9.72
South Jersey Industries, Inc. 0.60 4.39 9.36
Southwest Gas Corporation 0.75 5.48 10.45
WGL Holdings, Inc. 0.60 4.39 9.36

Average 0.65 4.75 % 9.72 %

Median 0.65 4.75 % 9.72 %

Empirical Capital Asset Pricing Model (4)

Proxy Group of Six AUS Utility Reports 
Water Companies
American States Water Co. 0.80 6.21 % 11.18 %
Aqua America, Inc. 0.65 5.39 10.36
California Water Service Group 0.75 5.94 10.91
Connecticut Water Service, Inc. 0.80 6.21 11.18
Middlesex Water Company 0.60 5.12 10.09
York Water Company 0.65 5.39 10.36

Average 0.71 5.71 % 10.68 %

Median 0.70 5.67 % 10.64 %

Proxy Group of Ten AUS Utility Reports 
Natural Gas Distribution Companies
AGL Resources Inc. 0.75 5.94 % 10.91 %
Atmos Energy Corporation 0.65 5.39 10.36
Delta Natural Gas Company 0.65 5.39 10.36
Laclede Group, Inc. 0.60 5.12 10.09
New Jersey Resources Corp. 0.65 5.39 10.36
Northwest Natural Gas Co. 0.60 5.12 10.09
Piedmont Natural Gas Co., Inc. 0.65 5.39 10.36
South Jersey Industries, Inc. 0.60 5.12 10.09
Southwest Gas Corporation 0.75 5.94 10.91
WGL Holdings, Inc. 0.60 5.12 10.09

Average 0.65 5.39 % 10.36 %

Median 0.65 5.39 % 10.36 %

See page 3 for notes.
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Tega Cay Water Service, Inc. 
Development of the Market-Required Rate of Return on Common Equity Using 

the Capital Asset Pricing Model for 
the Proxy Group of Six AUS Utility Reports Water Companies  

and the Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies 
Adjusted to Reflect a Forecasted Risk-Free Rate and Market Return 

 
Notes: 
 
(1) For  reasons explained in Ms. Ahern’s accompanying direct testimony, from the three previous 

month-end (January 2010 – March 2010), as well as a recently available (April 16, 2010), Value 
Line Summary & Index, a forecasted 3-5 year total annual market return of 12.99% can be 
derived by averaging the 3-month and spot forecasted total 3-5 year total appreciation, 
converting it into an annual market appreciation and adding the Value Line average forecasted 
annual dividend yield.  

 
The 3-5 year average total market appreciation of 52% produces a four-year average 

annual return of 11.04% ((1.52.25) - 1).  When the average annual forecasted dividend yield of 
1.95% is added, a total average market return of 12.99% (1.95% + 11.04%) is derived.  

 
The 3-month and spot forecasted total market return of 12.99% minus the forecasted 

risk-free rate of 4.97% (developed in Note 2) is 8.02% (12.99% - 4.97%).  The Morningstar, Inc. 
(Ibbotson Associates) calculated market premium of 6.60% for the period 1926-2009 results 
from a total market return of 11.80% less the average income return on long-term U.S. 
Government Securities of 5.20% (11.80% - 5.20% = 6.60%).  This is then averaged with the 
8.09% Value Line market premium resulting in a 7.31% market premium.  The 7.31% market 
premium is then multiplied by the beta in column 1 of page 2 of this Schedule. 

 
(2) The average forecast based upon six quarterly estimates of 30-year Treasury Note yields per 

the consensus of nearly 50 economists reported in the Blue Chip Financial Forecasts dated 
April 1, 2010 (see page 7 of Schedule 10).  The estimates are detailed below: 

 
 
  30-Year 
  Treasury Note Yield  

                                 Second Quarter 2010  4.60 
                                 Third Quarter 2010  4.80 
   Fourth Quarter 2010  4.90 
                                 First Quarter 2011  5.00 
                                 Second Quarter 2011  5.20 
   Third Quarter 2011  5.30 
                                  

Average  4.97% 
                                                     
    
     
(3) The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula: 
 

RS = RF + β (RM - RF) 
 

Where  RS = Return rate of common stock 
        RF = Risk Free Rate 
        β  = Value Line Adjusted Beta 
        RM = Return on the market as a whole 

 
(4) The empirical CAPM is applied using the following formula: 
 

RS = RF + .25 (RM  - RF ) + .75 β (RM  - RF ) 
 

Where  RS = Return rate of common stock 
        RF = Risk-Free Rate 
        β  = Value Line Adjusted Beta 
        RM = Return on the market as a whole 
 

 
Source of Information:  Value Line Summary & Index  
   Blue Chip Financial Forecasts, April 1, 2010 

                          Value Line Investment Survey, January 22, 2010 and March 12, 2010, Standard Edition 
and Small and Mid-Cap Edition 

                         Ibbotson® SBBI® 2010 Valuation Yearbook – Market Results for Stocks, Bonds, Bills, 
and Inflation – 1926 – 2009, Morningstar, Inc., 2010 Chicago, IL 
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Tega Cay Water Service, Inc.
Comparable Earnings Analysis

for a Proxy Group of Eighty-Nine Non-Utility Companies Comparable to the
Proxy Group of Six AUS Utility Reports Water Companies(1)

Rate of Return on Book Common 
Equity, Net Worth, or Partner's 

Capital
5-Year Projected (2)

Company Name

VL
Adjusted

Beta
Unadjusted

Beta

Residual
Standard 

Error
of the

Regression

Standard
Deviation of

Beta
5 Year

Projection
Student's T

Statistic

ACE Limited 0.85 0.73 3.0742 0.0669 10.50           % (0.7)                  
Accenture Plc 0.85 0.74 2.9315 0.0638 43.00           (3) 3.7                   
Gallagher (Arthur J.) 0.70 0.54 3.0716 0.0668 20.00           0.6                   
Aon Corp. 0.70 0.47 3.1403 0.0683 14.00           (0.2)                  
Beckman Coulter 0.75 0.61 3.1918 0.0694 13.00           (0.4)                  
BMC Software 0.85 0.73 3.1543 0.0686 19.50           0.5                   
Bristol-Myers Squibb 0.75 0.59 3.0886 0.0672 17.50           0.2                   
Buckeye Partners L.P. 0.85 0.75 3.1061 0.0675 14.50           (0.2)                  
Brown & Brown 0.70 0.48 3.1456 0.0684 12.50           (0.4)                  
ConAgra Foods 0.65 0.42 2.8885 0.0628 15.50           (0.0)                  
Capitol Fed. Finl 0.65 0.44 3.0220 0.0657 9.00             (0.9)                  
Check Point Software 0.80 0.62 3.3652 0.0732 14.00           (0.2)                  
Covidien Plc 0.80 0.64 3.2090 0.0743 15.50           (0.0)                  
CVS Caremark Corp. 0.80 0.66 3.1452 0.0684 10.50           (0.7)                  
Quest Diagnostics 0.65 0.46 2.9463 0.0641 15.50           (0.0)                  
Del Monte Foods 0.70 0.51 3.4000 0.0739 11.50           (0.6)                  
Dionex Corp. 0.90 0.78 3.5519 0.0772 17.00           0.2                   
DaVita Inc. 0.65 0.41 3.0854 0.0671 16.00           0.0                   
Enterprise Products 0.85 0.76 3.1170 0.0678 18.50           0.4                   
Elbit Systems 0.70 0.53 3.4145 0.0743 17.50           0.2                   
Energy Transfer 0.80 0.69 3.0862 0.0671 28.50           1.8                   
First Niagara Finl Group 0.85 0.70 3.6141 0.0786 8.00             (1.1)                  
Forest Labs. 0.80 0.63 3.5470 0.0771 13.50           (0.3)                  
Gilead Sciences 0.65 0.43 3.5879 0.0780 27.00           1.5                   
G&K Services `A 0.80 0.64 3.5505 0.0772 8.00             (1.1)                  
Global Payments 0.85 0.70 3.6330 0.0790 16.50           0.1                   
Gen-Probe 0.85 0.73 3.7116 0.0807 13.00           (0.4)                  
Haemonetics Corp. 0.60 0.39 3.1976 0.0695 12.50           (0.4)                  
Hasbro, Inc. 0.75 0.60 3.2682 0.0711 22.00           0.9                   
Hudson City Bancorp 0.80 0.69 2.9839 0.0649 11.00           (0.6)                  
HCC Insurance Hldgs. 0.85 0.70 3.0771 0.0669 12.00           (0.5)                  
Hewitt Associates A 0.75 0.57 3.3858 0.0736 18.50           0.4                   
Hospira Inc. 0.70 0.53 3.6182 0.0787 21.50           0.8                   
Interactive Data 0.85 0.70 3.1973 0.0695 14.50           (0.2)                  
IDEXX Labs. 0.85 0.75 3.3726 0.0733 24.00           1.1                   
Investors Bancorp Inc 0.70 0.52 3.4367 0.0755 7.00             (1.2)                  
Intl Speedway A 0.85 0.77 3.5449 0.0771 8.00             (1.1)                  
J&J Snack Foods 0.70 0.50 3.4948 0.0760 12.50           (0.4)                  
Henry (Jack) & Assoc. 0.80 0.69 2.9121 0.0633 16.00           0.0                   
Kroger Co. 0.60 0.37 2.9423 0.0640 23.00           1.0                   
Lancaster Colony 0.75 0.57 3.2490 0.0707 19.00           0.5                   
Life Technologies 0.80 0.65 3.6691 0.0798 11.00           (0.6)                  
Lincare Holdings 0.65 0.47 3.3023 0.0718 19.50           0.5                   
Matthews Intl 0.80 0.68 3.2033 0.0697 16.00           0.0                   
McKesson Corp. 0.80 0.63 3.3044 0.0719 13.50           (0.3)                  
Mercury General 0.70 0.54 2.9352 0.0638 10.00           (0.8)                  
Medtronic, Inc. 0.75 0.61 3.4419 0.0749 20.00           0.6                   
Medco Health Solutions 0.70 0.48 3.5559 0.0773 15.00           (0.1)                  
Markel Corp. 0.85 0.77 3.4564 0.0752 7.00             (1.2)                  
Marsh & McLennan 0.75 0.58 3.1110 0.0677 14.50           (0.2)                  
MAXIMUS Inc. 0.80 0.64 3.3308 0.0724 14.50           (0.2)                  
Microsoft Corp. 0.80 0.66 3.0200 0.0657 31.50           (3) 2.2                   
NIKE, Inc. B 0.85 0.74 2.9431 0.0640 17.00           0.2                   
Northwest Bancshares 0.80 0.65 3.4087 0.0741 6.50             (1.3)                  
New York Community 0.80 0.67 3.6679 0.0798 11.00           (0.6)                  
Owens & Minor 0.70 0.50 3.4975 0.0761 13.50           (0.3)                  
OReilly Automotive 0.85 0.70 3.6272 0.0789 11.00           (0.6)                  
Plains All Amer. Pipe. 0.85 0.76 3.6234 0.0788 10.00           (0.8)                  
Peoples United Finl 0.65 0.39 3.2206 0.0700 5.50             (1.4)                  
PerkinElmer Inc. 0.85 0.77 3.6680 0.0798 10.50           (0.7)                  
Ruddick Corp. 0.60 0.34 3.5639 0.0775 11.00           (0.6)                  
Everest Re Group Ltd. 0.80 0.63 2.9273 0.0637 10.50           (0.7)                  
RLI Corp. 0.80 0.64 3.0058 0.0654 11.00           (0.6)                  
RenaissanceRe Hldgs. 0.70 0.48 3.4476 0.0750 11.00           (0.6)                  
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Tega Cay Water Service, Inc.
Comparable Earnings Analysis

for a Proxy Group of Twenty-Six Non-Utility Companies Comparable to the
Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies(6)

Rate of Return on Book Common 
Equity, Net Worth, or Partner's 

Capital
5-Year Projected (2)

Company Name

VL
Adjusted

Beta
Unadjusted

Beta

Residual
Standard Error

of the
Regression

Standard
Deviation of

Beta
5 Year

Projection
Student's T

Statistic

AmerisourceBergen 0.70 0.52 2.6681 0.0580 15.00           % (0.7)                  
Automatic Data Proc. 0.70 0.54 2.1526 0.0468 16.00           (0.6)                  
Baxter Intl Inc. 0.60 0.37 2.5631 0.0557 26.50           0.3                   
Bard (C.R.) 0.60 0.32 2.5422 0.0553 20.00           (0.3)                  
Becton, Dickinson 0.60 0.38 2.5876 0.0563 20.50           (0.3)                  
Church & Dwight 0.60 0.33 2.4570 0.0534 15.00           (0.7)                  
Colgate-Palmolive 0.55 0.30 2.3334 0.0507 41.00           1.6                   
Clorox Co. 0.65 0.40 2.3216 0.0505 58.50           (7) 3.1                   
Campbell Soup 0.60 0.33 2.4305 0.0529 35.00           1.0                   
Erie Indemnity Co. 0.70 0.52 2.2347 0.0486 20.00           (0.3)                  
Hormel Foods 0.65 0.40 2.6490 0.0576 16.00           (0.6)                  
Schein (Henry) 0.75 0.59 2.7289 0.0593 15.00           (0.7)                  
Hershey Co. 0.65 0.46 2.7670 0.0602 42.50           1.7                   
Intl Flavors & Frag. 0.75 0.59 2.4033 0.0523 21.00           (0.2)                  
Kraft Foods 0.65 0.46 2.5589 0.0556 10.50           (1.1)                  
Kinder Morgan Energy 0.75 0.59 2.5093 0.0546 24.50           0.1                   
Coca-Cola 0.60 0.34 2.2123 0.0481 23.00           (0.0)                  
Laboratory Corp. 0.65 0.40 2.6524 0.0577 19.00           (0.4)                  
McDonalds Corp. 0.65 0.46 2.4760 0.0538 30.50           0.6                   
McCormick & Co. 0.55 0.29 2.5864 0.0562 18.00           (0.5)                  
PepsiCo, Inc. 0.60 0.37 2.2671 0.0493 27.50           0.4                   
Pfizer, Inc. 0.75 0.58 2.7581 0.0600 13.50           (0.9)                  
Raytheon Co. 0.70 0.54 2.6520 0.0577 17.50           (0.5)                  
Sysco Corp. 0.70 0.54 2.6278 0.0571 34.00           1.0                   
Tootsie Roll Ind. 0.70 0.51 2.5538 0.0555 8.00             (1.4)                  
Wal-Mart Stores 0.60 0.36 2.3465 0.0510 17.50           (0.5)                  

Average 0.65 0.44 2.5015 0.0544

Average for the Proxy Group of Ten AUS Utility Reports 
Natural Gas Distribution Companies 0.66 0.43 2.4716 (9) 0.0538

Median 20.00%

Conservative Median (9) 20.00%

See Page 4 for notes.
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Tega Cay Water Service, Inc.
Comparable Earnings Analysis

for a Proxy Group of Eighty-Nine Non-Utility Companies Comparable to the
Proxy Group of Six AUS Utility Reports Water Companies(1)

Rate of Return on Book Common 
Equity, Net Worth, or Partner's 

Capital
5-Year Projected (2)

Company Name

VL
Adjusted

Beta
Unadjusted

Beta

Residual
Standard 

Error
of the

Regression

Standard
Deviation of

Beta
5 Year

Projection
Student's T

Statistic

Rollins, Inc. 0.80 0.64 3.2240 0.0701 29.50           1.9                   
Sherwin-Williams 0.70 0.51 3.3972 0.0739 27.50           1.6                   
Smucker (J.M.) 0.70 0.49 2.9894 0.0650 10.50           (0.7)                  
Sara Lee Corp. 0.85 0.70 2.9751 0.0647 20.00           0.6                   
Silgan Holdings 0.80 0.62 3.0779 0.0669 17.00           0.2                   
Synopsys, Inc. 0.85 0.72 3.0577 0.0665 12.50           (0.4)                  
Suburban Propane 0.75 0.59 3.2859 0.0715 37.00           (3) 2.9                   
Stericycle Inc. 0.70 0.48 3.2811 0.0714 15.00           (0.1)                  
Safeway Inc. 0.70 0.49 3.0748 0.0669 14.00           (0.2)                  
Stryker Corp. 0.80 0.66 3.3911 0.0737 16.00           0.0                   
Techne Corp. 0.75 0.55 2.9612 0.0644 20.00           0.6                   
Teleflex Inc. 0.80 0.65 3.1254 0.0680 11.50           (0.6)                  
Hanover Insurance 0.85 0.74 3.0304 0.0659 9.50             (0.9)                  
TJX Companies 0.80 0.69 3.0689 0.0667 42.00           (3) 3.6                   
Texas Instruments 0.85 0.77 3.4289 0.0746 16.00           0.0                   
Universal Health Sv. `B 0.80 0.69 3.6798 0.0800 11.50           (0.6)                  
Walgreen Co. 0.75 0.57 3.0892 0.0672 14.00           (0.2)                  
WD-40 Co. 0.75 0.55 3.5047 0.0762 16.50           0.1                   
Weis Markets 0.65 0.42 3.0805 0.0670 9.00             (0.9)                  
W.P. Carey & Co. LLC 0.90 0.78 3.5780 0.0778 15.00           (0.1)                  
Watson Pharmac. 0.75 0.57 3.1868 0.0693 10.00           (0.8)                  
Washington Post 0.80 0.64 3.5452 0.0771 7.00             (1.2)                  
Berkley (W.R.) 0.70 0.53 3.3318 0.0725 17.00           0.2                   
World Wrestling Ent. 0.80 0.66 3.4256 0.0745 31.50           (3) 2.2                   
Alleghany Corp. 0.80 0.69 3.2827 0.0714 6.50             (1.3)                  

Average 0.77 0.61 3.2749 0.0713

Average for the Proxy Group of 
Six AUS Utility Reports Water 
Companies 0.73 0.56 3.3238 (4) 0.0723

Median 14.50%

Conservative Median (5) 14.00%

See Page 4 for notes.
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Tega Cay Water Service, Inc. 
Comparable Earnings Analysis 

 

            

Notes:  
             

(1) The criteria for selection of the proxy group of eighty-nine non-utility companies was that the non-utility companies be 
domestic and have a meaningful projected rate of return on book common equity, shareholders’ equity, net worth, or 
partners' capital  2012 – 2014 as reported in Value Line Investment Survey (Standard Edition).  The proxy group of 
eighty-nine non-utility companies was selected based upon the proxy group of six AUS Utility Reports water companies’ 
unadjusted beta range of 0.34 – 0.78 and standard error of the regression range of 2.8858 - 3.7618.  These ranges are 
based upon plus or minus three standard deviations of the unadjusted beta and standard error of the regression as 
detailed in Ms. Ahern’s direct testimony. Plus or minus three standard deviations captures 99.73% of the distribution of 
unadjusted betas and standard errors of the regression. 
 

(2) 2012 - 2014. 
 

(3) The Student’s T-statistic associated with these returns exceeds 1.96 at the 95% level of confidence.  Therefore, they 
have been excluded, as outliers, to arrive at proper projected returns as fully explained in Ms. Ahern’s testimony. 

 
(4) The standard deviation of the group of six AUS Utility Reports water companies’ standard error of the regression is 

0.1460. The standard deviation of the standard error of the regression is calculated as follows: 
 

Standard Deviation of the Std. Err. of the Regr.  =   Standard Error of the Regression 

                            N2   
 
where: N =  number of observations.  Since Value Line betas are derived from weekly price change 

observations over a period of five years, N  =   259 
 

Thus, 0.1460  =     3.3238    =         3.3238 

     518                22.7596 
 

(5) Median five year projected rate of return on book common equity, shareholder’s equity, net worth, or partners' capital 
including returns identified as outliers as outlined in Note (3) above. 

 
(6) The criteria for selection of the proxy group of twenty-six non-utility companies was that the non-utility companies be 

domestic and have a meaningful rate of return on book common equity, shareholders’ equity, net worth, or partners' 
capital projected 2012 -2014 as reported in Value Line Investment Survey (Standard Edition).  The proxy group of  
twenty-six non-utility companies was selected based upon the proxy group of ten AUS Utility Reports natural gas 
distribution companies’ unadjusted beta range of 0.27 – 0.59 and standard error of the regression range of 2.1458 – 
2.7974.  These ranges are based upon plus or minus three standard deviations of the unadjusted beta and standard 
error of the regression as detailed in Ms. Ahern’s direct testimony. Plus or minus three standard deviations captures 
99.73% of the distribution of unadjusted betas and standard errors of the regression. 
 

(7) The Student’s T-statistic associated with these returns exceeds 2.06 at the 95% level of confidence.  Therefore, they 
have been excluded, as outliers, to arrive at proper projected returns as fully explained in Ms. Ahern’s testimony. 

 
(8) The standard deviation of the proxy group of eight AUS Utility Reports natural gas distribution companies’ standard error 

of the regression is 0.1086 (2.4716 / 22.7596). 
 

(9) Median five year projected rate of return on book common equity, shareholder’s equity, net worth, or partners' capital 
including returns identified as outliers as outlined in Note (8) above. 

 
        
 
 
Source of Information: Value Line, Inc., March 15, 2010 
   Value Line Investment Survey (Standard Edition) 
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